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Glossary

Structured Argument — Formal reasoning
approach using a hierarchical set of questions.

SEAS - Structured Evidential Argumentation
System (SRI software to generate structured
arguments)

CRISP - Compliance Risk Pattern (associated
with complex multiple return filings)

SC2 - S-Corporation tax shelter
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SC2 Characteristics

Multi year scheme involving multiple tax
entities (S-Corp, Non-Profit, and individuals)
to reduce effective tax rate for business
owners.

Unlikely to be spotted on single tax return.
Automated scoring systems do not detect.

Spans multiple IRS divisions: S-Corp (LMSB),
iIndividual owners (SBSE), non-profit entity
(TEGE).

SRPP Research Conference 2004



A New Perspective on Assessing Compliance
Risk for Complex Entities

CURRENT PRACTICE TRANSITION
single tax return for a group of related entities
specific year ‘ over multiple-years
(filing footprint)
line items on tax ‘ methods to counter the
return use of “good optics”

automated scoring ‘ augment with subject
matter expertise and field

experience
separate IRS collaboration across
divisions ‘ multiple IRS operating

divisions
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Compliance Risk Assessment Using SEAS

Compliance Risk Pattern

Senior
Managers
& Counsel

Research
Analysts

Lead Development
Center , Service
Centers

Technical Auditors

Advisors &
Specialists
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SEAS Depiction of Multi-Dimensional Risk
Analysis (SC2 CRIsP)
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OO0 e

TAX BEMNEFIT

HMoCe

ECONOMIC SUBSTAMCE
O o |

0|

sCALE OF ACTIVITY
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“Tax Benefit”: One Dimension of a
Compliance Risk Analysis

TAX BENEFIT.Generic-CRisP-test-SC2

—x& ®

BEEE HE e DOoOos &

Base Question

T3 BENEFIT: Is there a substantial tas benefit for taspavers (material Q () i
revenue loss for IRS)Y

Supporting Questions {Fusion Methad: Macirm )

Bl  ACTUAL DOLLAR DMPACT. Is there a significantknown O O @
dollar tmpact?

ﬂ n TAX EATE: Is there a significant owverall reduction of the OO0 ®
effective tax rate for the participants mvolved?
Kl  TRANSFER OF TAY LIABILITY: Is there a transfer of U BORORORG,

Labaliaty from a reliable source of collectible revenue to a
doubtfil source of revenue?
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Work papers can be attached as evidence to
support analyst reasoning...

TAX BENEFIT.Generic-CRisP-test-SC2 ‘”
faw)

=1oi.
E g ]
3’ I
v of Effective Tax Rate on Flowthru Nel Income from S-Corp, and tolal sheller tax savings.
. Years affected by shetter
1l . & stenats Totats
- 1999 2000 il 2002
— | o y 4378287 49691800 § 7500568 § 7000000 § 10502407
. - || Sheltored ord income H - S 7s0sar § 1511 § 2626000 § 10,207,308
Base Question - | O ine sutject 1o tex T 4315207 |§  AZ4I062 §  TSR057 § AIH000 $ 94751198
] ) . 3064 306% 306% 306% 385
CURRENT YEAR INMPACT: What ifthe impact onth ~  Tax ¥ 1752606 (8 1670461 § 900567 § 132500 §  ST1Z547
.|| Ef Vax Rate on Ord bc 19.6% 326% 0% 248% 19.0%
T . %1 oo
Amnalyst LMSE Eesearch || — | Additionsl deductions based on tax shetier activity
- Mon cash contribusion 3 835,000 § 635,000
Tax shatier foes $ 500,000 $__ 500,
. = 10% ;ﬂm H 1,335,000 $ 1335000
| T based an ETR 449,144 S aanias
O sto 1% - R -
D 3t % | TanSavings
. Defference betweon margaal rate and ETR « cumulative ond income §  4pazi0
] T Tam bensti of adkional dedustons LT
O Total Tax savings atirdntabie o shelior
= w[E|z 4 4
R.ational =] | 3|

cotne repotted by the oth eholders for each full year that the ownership transfer iz in effect.

ear comparative an; or a sample case attached.

p*Ividence [1] (use I'\"'f'meiLI 'l Fusion Method)
Kee muliiyear effective tax rate compitation ONORONON ] Sp reads h eet

Amnalyst: LMSE Research

On: 01 Mar 2004 ShOWing

Relevance: 1999 to 2001 shows reduction in ETR from 39% to 4% for a sample case

here shelt t s th (partial in 2000 ff I
:{n;rzeogz’efueﬁ;}:fregorrszgéal)oﬁera & over three years yearsin e ect I V e tax
TiF: To ereate new Documentary Fvidence, first create it as an Exhibit and then promote it. r at e

calculations

Extibits [1] £

ﬂ “ See effective tax compuiation for shareholders.

TiF: To add an Exhibit, click on the In-Basket abowve.

Discovery Tools [0] a
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also scanned documents ...

BUSINESS PURPOSE.Generic-C %8
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hlemos_ -
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L1205 svadesncs
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TIF T msnags inemas, clokthe wasc bugfee am e faclkes 2
HEnre {usxiion .
TIETTISTIAT, TR ATTE AT Ty o the evidenoe of o lorge. uel ©
Analyst LILSE Reswarch 01 -

3 Tes, sleasopfbeviainie F
@ Likely :

) BEuen, abin as lileely @s puor =

— — e
b L
rara——  — S S B il v TR

Investor
Form 1120-S

Fae L 8 3 D

=l Fuxiow Blwilod)

LMISE Recemah
02 M{ar 2004
Felevamee) T Odtee 7o cdled
BN A7 rapel 2000

Aumalymiz IMWEE Evrnarch.
omn: OZ himr 2004

Rabavaiss:  Tax yraan 3000 sl dlzawes algiiflaast o
coourred past way thraugh yaer,

TIF To csats mewr Do Cuss iy macw,, fleal cowmle i owe i Exhildl snd theao pee

Exlulats o] ﬂ

Tir To sdd an Exhdhis, chck on ibe In-Baskat showrs

Inxcovery Toolx 0] q

Tim T wdd anee Dwcoveny Tool to thir Acgument, click on the Toolbox shovs

Schedule K-1,
showing
highlighted
lines
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...and link analysis charts

KD

(afi]]a

——— T . ;

= -
m Idemo Content: SYNOISIS / ® [ 1EE]

Base (nestion
TAX-EXEMPT: I there a presence of a tayfexempt entity?

Consider the follewing :
# The following lineiteins may be of integfat i making this dertennd

Analyst LIMSE Fesearch: 01 M:

Cage 55N

ot
1043703 .

-23 T80 "_"
CD 7 Py

+1,089,205
i

el X HE| @

Link Analysis
Chart showing
related entities

1v Evidence [2] (use |Manual 'I Fusion Method)

E Link Analysis of public Pension Plar
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SEAS captures evolving analyst

November 2003

AUDIT POTENTIAL
[cCo]
'y
TRX BEMEFIT ECONOMIC SUBSTANCE
[C O] »[C O]
LJ
@] |

SCALE OF ACTIVIT

SC2 analysis:

» Template created by
IRS technical experts,
Research Compliance
Lab and SRI consultant

understanding.
January 2004

AUDIT POTENTIAL

TAHX BENEFIT ECONOMIC SUBSTAMNC
W e [eCO]m

L

SCALE OF ACTIVITY

* fleld observations

* research filing
patterns

* promoter
investigations

* News media
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AUDIT POTEMTIAL

[AX BEMEFIT

ECONOMIC SUBSTANMCE
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[e O]

SCALE OF ACTIWITY

* [Ssue becomes “listed
transaction” (OTSA/
Counsel)

 unusual transaction
involving tax-advantaged
entity

* refined search criteria



Benefits to IRS

« Managing complexity
— Systematic assessment of risk
— Collaboration
— Link “data to anecdote”
 Improving enforcement cycle time

— Access & leverage current knowledge
 Issue development
e Return scoring/selection

 IRS corporate memory
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Summary

Need for a new approach at looking
at compliance risk.

Showed the design and
Implementation of a CRISP In SEAS

Benefits to IRS
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Thank You!

Questions
&
Live Demo

[Tom Boyce available afterwards to demo SEAS]
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